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The home mortgage market in Hong Kong is
currently booming and extremely competitive. Banks
seeking to maintain and expand their market share must
understand consumer attitudes and behaviour and
monitor how these change over time. To provide an
initial assessment of the home mortgage market, this
study has employed the focus group method to gather
consumer data, in addition to an extensive search for
market information.
It has been shown that there is a strong and
stable demand for residential properties and hence
home mortgages. In particular, the demand for small
and medium sized flats will be sustained in the near
future and buyers of such flats will therefore become
the prime prospects for banks offering home mortgage
products.
The home mortgage products offered by different
banks are found to be very similar in their basic
terms, i.e. interest rate, advance ratio and repayment
3
period. Although there are some noticeable
differences in other product features, there is not
much room for further product differentiation.
Nevertheless, it is expected that future competition
will take the form of a product war rather than a
price war as has previously been the case.
From the focus group research it has been shown
that in seeking a mortgage, consumers attach the
greatest importance to the actual mortgage terms,
notably the interest rate, offered by different
banks. However, non-price factors such as convenience
and efficiency are also taken into consideration. To
compete effectively in the home mortgage market, banks
must understand the needs of their customers and then
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The property market of Hong Kong has performed
very well over the past four years, with the exception
of the period from October 1987 to March 1988. This
temporary setback was prompted by uncertainty in the
wake of the stock market crash and property prices
dropped by about 10 percent. However, the market-
particularly for residential property- recovered
strongly thereafter. During 1988, prices and rentals
of residential flats increased by 30 percent on
average.1
Sales of small/medium flats in both urban and
suburban locations were extremely buoyant during
1988. This was primarily an indication of the strong
underlying demand for such housing units, but can also
1Hong Kong Economic Times, 19 January 1989,
Real Estate Supplement, p.2.
2be partly attributed to the Government's decision to
reduce Stamp Duty on the purchase of properties.
Against this background, the home mortgage market
experienced a dramatic boom. For example, it was
reported that HongkongBank doubled its mortgage
business in 1988 as compared with 1987. 1 Since
home mortgage business is considered to be one of the
most secure and stable areas of retail banking, it has
attracted fierce competition among those banks with a
retail presence. Moreover, this situation is expected
to continue and it is envisaged that home mortgage
lending will remain one of the core businesses of
retail banking for the next decade.
Propelled by keen competition, many banks have
recently intensified their marketing efforts and given
greater recognition to the need for sophisticated
marketing. Promotion budgets have been increased and
product enhancements introduced. More and more
attention is being paid to customer satisfaction than
operational efficiency..
'Ming Pao, 14 November 1988, p.4.
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Hong Kong is well-known for its fast-paced
development. As the economy continues to grow and
prosper, people's income and aspirations are also
rising. Consumers are becoming more and more
sophisticated and demanding. Hence, to stay
competitive it is imperative for a bank to gauge the
changing needs and attitudes of the consumers and to
adjust its marketing efforts accordingly.
In this study, the home mortgage market in'Hong
Kong will be examined with special emphasis on the
consumers' buying behaviour and its implications on
bank marketing strategy. The research objectives are:
1. To examine the growth and characteristics of the
private residential property market in order to
identify a target market segment
2. To ascertain the consumers' awareness and
perception of major home mortgage products in the
market
3. To reveal the decision-making process and factors
in choosing home mortgage products
44. To identify possible ways to improve the
effectiveness of a bank's home mortgage marketing
strategy.
While this study is exploratory in nature, it is hoped
that it will provide some insights into the type of
marketing strategy a bank should develop in order to




Our research has been primarily qualitative in
nature and carried out in three phases. The first
phase involved the collection and analysis of the
available secondary data to help identify the target
market. This was then followed by two phases of
qualitative research to collect primary data. During
the second phase, unstructured interviews were held
with the relevant personnel in the industry to collect
their views and insights. Then an in-depth study of
consumer behaviour was conducted through focus group
discussion in the last phase.
Literature Search
The home mortgage market is largely affected by
demographic factors, in particular age and income
distribution. It is expected that people aged 25- 40
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with household income of HK$10,000 plus will be the
driving force for using home mortgage facilities. The
potential market size and segmentation can be
determined when demographic data are studied in
conjunction with information on the competitive
mortgage products available in the market. To collect
such data, the following sources have been explored:
1. Government statistics
2. Newspapers
3. Published reports issued by banks, brokage firms
and estate agents
4. Promotion brochures on home mortgages issued by
banks
Personal Interviews
As can be expected, much crucial information is
not published. In order to secure some inside views
on the marketing aspects of home mortgages, personal
interviews with bank personnel, lawyers and real
estate agents have been obtained where possible.
Through their day-to-day contacts with the public,
7such interviewees would have first hand knowledge of
customers' preferences and expectations on home
mortgage services. At the same time they could
provide valuable information on the promotional
strategies and tactics of banks in marketing their
mortgage products. Therefore, comments from these
personnel were highly useful in designing the Group
Discussion Guide to be used in the third phrase of
this research. Data collected included:
1. Consumer expectations towards home mortgage loan
products
2. Major criteria on mortgage product selection
3. Promotion strategies
4. Market share of major banks/products
5. Elements of their success in home mortgage
business
Focus Group Research
After completing the first two phrases, an
in-depth study by means of focus group discussion was
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carried out. Focus groups involve a group interview
led by a moderator. The moderator usually poses some
questions about a certain topic of interest and allows
the group to discuss each question freely. Such
discussion often suggests new information or
perspectives that the marketer finds useful.1
In view of resource limitations and time
constraints, only four focus groups have been
conducted. Each group consisted of six respondents and
one moderator. Two groups of respondents were
selected from potential users of home mortgage
facilities and the other two from current users.
Potential users are defined as those who have the
intention to buy residential properties within the
next two years and have taken some action in relation
to their intention, such as obtaining brochures on new
property developments, contacting real estate agents
etc. Current users are defined as those who currently
own one or more residential properties which are
financed by mortgages taken out within the past 2
years.
1See Runyon and Stewart (1987), p.38.
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Reasons for Using the Focus Group Method
To date no quantitative research has been carried
out on the home mortgage market. However, before such
research can be undertaken on any reasonable scale,
exploratory research is required to find out more
about consumers and thus develop a suitable
questionnaire. The focus group method is an
qualitative research technique that can be used to
study the decision process of the respondents'and
their behavior thoroughly. However, there should be
an awareness of the strengths and limitations of such
a technique before it is used.
Strengths
1. It is less time-consuming than conducting
surveys.
2. It achieves the objective of obtaining in-depth
information on the decision-making processes and
buying behaviour of sample consumers.
3. It helps to generate new ideas for marketing
planning.
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4. It is relatively cheap and cost-effective
(important considerations in the case of this
particular study).
Limitations
1. It is difficult to control bias.
2. Sampling errors cannot be monitored.
3. The quality of the results is largely dependant
on the skills of the moderator.
4. It does not involve a big enough number. of
individuals who are representative of the larger
consumer groups to permit definitive conclusions
to be drawn.
On balance, the focus group method is preferred in




HOME MORTGAGE LOAN MARKET
Overview
As residential properties form a substantial part
of the total property'market, home mortgage loans now
represent a very sizeable business for the financial
sector. The total amount of outstanding loans to
individuals for the purchase of private residential
properties, excluding Government Home Ownership Scheme
(GHOS) and Private Sector Participation Scheme (PSPS)
flats, amounted to HK$77.4 billion at the end of 1988.
This accounted for 17 percent of total loans and
advances for use in Hong Kong. Government statistics
show that there was an average 28 percent increase per
annum between 1979 and 1988 in home mortgage volume.
Details are shown in Table 1.
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Table 1
TOTAL ADVANCES TO PRIVATE INDIVIDUALS TO PURCHASE
RESIDENTIAL PROPERTIES (EXCLUDING GHOS AND PSPS)











Source: Hong Kong Monthly Digest of Statistics,
various issues, Census and Statistics Department, Hong
Kong
Purchasing a flat is an investment for the long
term and for many prospective buyers it represents the
most important financial commitment of their
lifetime. Despite the uncertainties relating to 1997,
the property market has not shown any sign of slowdown
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or contraction. On the contrary, residential property
prices soared by 20- 30 percent in 1988 over the
previous year.1
According to Government figures, in 1988 there
were 1,116,208 people in Hong Kong- or almost one in
five in the population- living in their own homes.
The total number of sale and purchase agreements
registered rose to 66,483, an increase of 21.2 percent
over 1987. 2
All of the above data point to a strong and
stable demand for residential properties and hence
home mortgages.
The demand for residential properties depends on
a number of factors, not the least of which are the
existence of a stable political framework and
long-term economic prosperity. In the short term, the
1 Hong Kong Economic Report, 28 December 1988,
p.21
2South China Morning Post, 13 January 1989, p.1
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demand is largely influenced by changes in family
structure and the propensity to purchase. The latter
is linked to affordability- basically a function of
property prices, mortgage terms and household income.
Change in Family Structure
The demand for domestic units depends on the
formation of households. According to the SRH (Survey
Research Hongkong) Media Index, the average household
size has been decreasing:
1986 1987 1988
Average number of persons
3.80 3.74 3.66per household
This trend reflects the preference and growing ability
of newly married couples to acquire their own home
rather that live with their parents. This leads to a
strong demand for residential units of 40- 75 square
metres.1 In 1987, units in this category accounted
'Property Review 1988, Rating and Valuation
Department, Hong Kong
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for close to 50 percent of new supply. They are
demanded mostly by nuclear families, especially newly
married couples. It can be calculated from Table 2
that the correlation between residential units take-up
and registered marriages is quite high.1
Table 2
RELATIONSHIP BETWEEN RESIDENTIAL UNITS TAKE-UP
AND REGISTERED MARRIAGES
Registeredno. of units





Source: Propety Review 1988 and Hong Kong Monthly
Digest of Statistics, various issues
1Correlation Coefficient (r)
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As shown above, the increase in the number of
marriages is closely correlated with the increase in
the number of households. Records from the Census and
Statistics Department show that there was an 18
percent increase in the number of households within
the five years from 1981 to 1986. The Department
further projected a growth of another 18 percent in
the number of households between 1986 and 1991.1
Such a forecast points to continued growth in'the
demand for residential properties and hence home
mortgages over the next few years.
Purchase Price Vs Rental
From the point of view of an individual in need
of accommodation, the alternative to buying a domestic
unit and mortgaging it so as to spread the payment
over a long period of time is to rent the premises
from a landlord. In such cases, the rental payments
1Hong Kong Monthly Digest of Statistics,
October 1988, Census and Statistics Department, Hong
Kong
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are analogous to mortgage payments on a loan to be
repaid in perpetuity.
There is implicit in rental arrangements an
interest rate which incorporates the concept of the
cost of borrowing funds payable in perpetuity. It can
be calculated as the ratio of annual rent payment to
purchase price. The upper limit to this ratio should
not exceed the mortgage rate, since if rents are
permitted to rise too high, individuals would opt to
purchase rather than rent.
The Property Review 1988 published by the Rating
and Valuation Department contains data on the average
price and rent of domestic units on a quarterly
basis. Using the data for class "B" units (domestic
units of between 40 and 69.9 square metres), we can
calculate the implicit interest rates as in Table 3.
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Table 3
RELATIONSHIP BETWEEN RENTAL PAYMENT AND PURCHASE PRICE















Source: Property Review 1988, Rating and
Valuation Department, Hong Kong
aCalculated as the percentage of average annual
rental to average purchase price
Since 1986 the implicit interest rate has been
higher than the actual mortgage rate. This encourages
households in need of accommodation to opt for
purchasing rather than renting, thereby obtaining the
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property title and security of a relatively fixed
payment schedule, rather than paying rentals to the
landlord. Low mortgage rates in recent years have
provided an additional incentive for preferring to
purchase rather than rent property.
Income
Real per capita GDP in Hong Kong increased at an
average growth rate of 6.4 percent per annum between
1977 and 1987. The figures are shown in Table 4.
Growth has been particularly strong since 1986
and, last year, GDP growth was estimated at just over
7 percent in real terms. Between 1981 and 1988,
median household income rose from HK$3,084 to HK$6,850
per month, an increase of 122 percent it is
expected to increase by a further 13 percent to
HK$7,740 a month in 1989 (see Table 5). Coupled with
other factors such as speculation, the property market
has been propelled to a historic high.
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Table 4
GROWTH OF REAL PER CAPITA GDP












Source: Hong Kong Monthly Digest of Statistics,




Affordability means the capability of households
to meet the cashflow requirements of funding a
mortgage. Such a measure is dependant on income,
property price and mortgage terms. To investigate
affordability, we use the ratio of the average monthly
mortgage repayment divided by the median household
income.
Consider the case of a household that has decided
to purchase a flat of 500 square feet.. At 80 percent
financing with repayment spread over 15 years, the
affordability ratios can be analysed as per Table 5.
From this analysis, we can observe that the
affordability ratio in 1988 is still far below the
peak reached in 1981. Thus it can be said that
property prices and mortgage rates, though on a rising
trend, have not reached the point where they will
create a negative impact on the demand for residential
property. Indeed, the vacancy factor showed a steady
decrease from 1981 to 1988 (see Table 5), implying
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Table 5
ANALYSIS OF SMALL/MEDIUM SIZED RESIDENTIAL PROPERTIES
1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 19899 19891
14620 19700 24385 26335 22690 30975 20640 19020 20870 27950 31550 32360 34050 35700No. of units Built
14655 18410 24445 21240 19300 16800 18100 24400 20650 27500 28500 32450 33000 32000No. of Units Taken-up
7130 8420 8085 12855 14980 26780 27380 21130 19535 19350 21400 20005 21055 24755No. of Units Vacant
348295 365725 388480 416420 437600 467300 486800 501740 517375 544690 575265 606360 640410 676110
Total Stock Year-end
2.04 2.30 2.08 3.08 3.42 5.73 5.62 4.21 3.77 3.55 3.72 3.29 3.28 3.U
Vacancy Factor
1.68 1.92 2.29 3.31 5.23 6.67 6.70 6.10 5.40 6.10 6.60 7.26 8.80 10.20
Monthly Average Rent
(HIS/w. ft.)
299.00 340.77 419.76 721.81 930.92 1057.93 834.90 683.30 589.00 703.60 765.07 935.00 1200.0 1426.00Average Salt Price
(HIS/aq.ft.)
3.3 5.9 5.9 11.7 15.5 15.8 10.6 9.8 8.2 3.2 3.3 505 5.5 1o.v
Inflation (Y-o-Y %)
H.A. 1612 1811 2213 2645 3084 3694 4194 4508 4930 5410 6096 6850 7740
Median Household Incose
(HRS Monthly)
7.50 6.25 7.25 13.75 15.00 18.75 15.50 13.50 13.75 9.50 8.25 8.00 9.25 11.25Average Mortgage Rate
(1)
M.A. 72.4 84.6 171.6 197.0 228.4 129.6 84.6 68.7 59.6 54.8 58.8 72.1 55.0
Affordability Ratio
(1)
Affordability Ratio: Monthly Mortgage Payment/Monthly Median Sousehold Income, on assumptions of acquiring a 500 sq.ft. apartment at
prices and mortgage rates prevailing at the time with 80% financing over a 15-year period.
Source: Merrill Lynch, Pierce, Fenner Smith Inc., Cheung Kong (Holdings) Ltd: Company Update Outlook
For Residential Proerty in Hong Konq, 13 January 1989.
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that the rate of absorption has been higher than the
rate of supply.
Conclusion
From the above analysis, it can be concluded that
the demand for small/medium sized residential
properties will be sustained in the near future.
Hence, buyers of such properties will become the prime






According to Kotler, a product is anything that
can be offered to a market for attention, acquisition,
use, or consumption that might satisfy a want'or
need." 1 It is no simple matter to define the
product in the context of the banking industry. For
the purpose of this study, a banking product is
defined as:
"a service or package of services that:
1. is typically provided for any one
consumer by one bank only (that is, the
customer does not normally purchase
different parts of the package from
different banks), and




According to this definition, a home mortgage loan and
ancillary services would constitute a single product,
as a consumer would not normally purchase different
aspects of this package from different banks.
As its name implies, a home mortgage loan is
intended for someone who purchases a property for
self-occupation (including occupation by family
members) and who requires mortgage financing to cover
the purchase price. Because of its low risk and high
demand, the home mortgage business has attracted
substantial interest from the banks and the market has
become highly competitive as new mortgage suppliers
enter the field.
Traditionally, the home mortgage market was the
stronghold of a few banking groups with extensive
branch networks, including HongkongBank, Hang Seng and
the Bank of China Group.1 However, other banks have
become increasingly active in this market and stepped
up their marketing efforts. New products have been
1 Hong Kong Economic Times, 28 December 1988, p.2
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introduced and heavy promotional campaigns launched.
One of the effects of this high level of competition
has been that mortgage rates have been pushed down
from the Standard Mortgage Rate (SMR), i.e. Best
Lending Rate (BLR) plus 1.25 percent, to as low as BLR
plus 0.75 percent.
Apart from reducing rates, some banks also offer
other gimmicks to attract new customers. These
include free insurance, furniture coupons, free credit
cards etc. Other important marketing tools include
product enhancements such as innovative repayment
plans.
To facilitate the comparison and analysis of home
mortgage loan products from different banks, the
following product features have been identified:
1. Interest rate
2. Advance ratio (based on the lower of the purchase
price or the bank's valuation of the property)
3. Maximum repayment period





7. Penalty for early settlement
8. Penalty for partial repayment
9. Additional financing
Survey Findings
A survey of the products offered by major players
in the home mortgage market was conducted through
visits to bank branches and telephone enquiries.
Details of these findings are shown in Appendix A. It
can be seen that the products are very similar in
terms of the three key features:
1. Interest rate- mostly BLR+ 1%.
2. Advance ratio- usually 90% for new property and
about 5 to 10 percentage points lower for old
property.
3. Maximum repayment period- mostly 20 years.
However, there are some noticeable differences in
three other aspects:
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1. Repayment method- in addition to the standard
methods of fixed repayment period (with variable
instalment amounts) or fixed instalment amounts
(with a variable repayment period), some banks e.g.
HongkongBank, Chase and Standard Chartered also
offer the flexibility of other payment options.
2. Penalty for early/partial repayment- ranges from
no penalty to one month's interest.
3. Additional financing- there are many schemes
variously packaged as personal loans, top-up loans,
decoration loans and overdrafts.
In addition, it should be noted that there are a
host of other factors that may affect a bank's
competitiveness in the home mortgage market. These
include branch network, technological capability,
processing efficiency, professionalism of sales
personnel etc.
Discussion
Keen competition has forced most banks to
.onverge on the basic mortgage terms, i.e. interest
29
rate, advance ratio and repayment period. There is
very little room for further product differentiation.
The margin between the Standard Mortgage Rate and Best
Lending Rate has been reduced to a historic low of
1.25 percent, with many customers getting 1 percent or
even lower. Any further reduction will seriously
erode profitability. The maximum advance ratio has
been raised substantially over the past decade and has
now reached the point where further increases will-be
extremely risky. As regards maximum repayment period,
most banks now offer up to 20 years, which is as long
as most people are willing to spread payment.
According to statistics, most mortgages are booked for
10-15 years with only 20 percent of the total having a
maturity of 20 years.1 Although a few banks now
offer a maximum repayment period of 25 years, it is
unlikely that this will become popular.
Of the other product features, it is now almost a
standard practice to waive the handling fee and
1Hong Kong Economic Times, 28 February 1989, p.22.
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valuation fee. Most banks also offer some form of
fire insurance free of charge for an initial period.
Gimmicks such as giveaways and furniture coupons tend
to have a short-lived effect and do not offer any
genuine benefits in product differentiation. Although
there is still some differentiation in the penalty for
early or partial settlement, it is expected that the
gap will gradually narrow as competition intensifies.
It seems that the one product feature that offers
the greatest potential for differentiation is the
repayment method. Due to factors such as funding
sources, technological capabilities and manpower
constraints, it is no easy task to copy competitors'
new payment plans. If used innovatively, this can be
turned into a powerful marketing weapon. For example,
HongkongBank launched a new home mortgage plan in
March 1989 offering a Fortnightly Repayment Option.
It was claimed that, for a loan of HK$500,000 at
11.25 percent interest over 15 years, the customer
would save around HK$100,000 on the interest payment
and pay off the loan two years sooner. However, this
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payment plan is unlikely to be copied by other banks
as a new computer programme has to be developed to
implement it.1
In conclusion, it is expected that the emphasis
in the home mortgage market will shift from a price
war (interest rate reductions) to a product war
(product re-packaging and innovation). To compete for
a bigger slice of the market, banks have to turn to
product innovations, supported by advanced computer
technology.2






It can be seen from the previous chapter that the
products in the home mortgage market are fairly
homogeneous and there is little segmental marketing.
The home mortgage market in Hong Kong is very
competitive and, in order to capture a bigger market
share, it is essential for the banks to understand
consumer attitudes and behaviour not only in general
terms but also by different market segments.
Moreover, in order to be responsive to changing
consumer needs and to be able to develop and change
products to meet such needs, it is vital that they




The research objectives identified for the study
are as follows:
1. To examine consumers' attitudes and behaviour
relating to residential property
2. To identify their expectations relating to home
mortgage products
3. To ascertain their awareness and perceptions of
major home mortgage products in the market
4. To indicate usage of home mortgage products and
other home buying services
5. To reflect the decision-making process and choice
factors relating to the usage of home mortgage
products
Research Methodology
In order to understand consumers' awareness,
perceptions and buying behaviour relating to home
mortgage products, four focus groups were conducted
from 23 January 1989 to 12 February 1989. As
discussed in Chapter III, buyers of small/medium sized
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residential properties were identified as the prime
target group for the home mortgage loan market. Four
groups of respondents with the following
characteristics were selected:
Potential users:
GROUP 1 GROUP 2
FemaleMaleSEX:
25- 4025- 40AGE:






At least secondary educationEDUCATION:
HK$10,000- HK$30,000HOUSEHOLD INCOME:
Two versions of the Group Discussion Guide were
developed for the above two categories of groups.
These are shown in Appendix B.
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Research Findings
Purchase of Residential Properties
Residential properties are purchased mainly for
self-occupation both in the case of existing users of
home mortgage and potential users.
When looked at in more detail there are a number
of both emotional and socio-economic factors favouring
home ownership. Clearly, having one's own home
fulfills a basic emotional need for security quite
independently of purely economic considerations.
Reinforcing this preference was a general feeling that
rent is money wasted whereas mortgage payments are
investments in a capital asset.
The most important consideration is the family
life cycle. Young couples want a place of their own
when they get married and this is the time when they
buy their first home. As the family grows the
household requires more accommodation and this tends
to dictate the time of a trade up to larger property.
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Decision Making Process On Purchase
Of Residential Properties
Source of Information
The most common source of information on
available properties is newspaper advertisements
placed by developers and agents. Classified
advertisements placed by individuals are also
scrutinised. Some, mostly current owners, go directly
to developers for brochures and leaflets.
It is a common practice for prospective buyers to
simply walk around and take a look for themselves.
Hence, the presence of showflats is very important.
Estate agents are rarely approached for information as
they are perceived to be unreliable and no one wants
to pay commission. Potential purchasers routinely
seek advice from friends and relatives.
Legal Procedures
For potential users the selection of solicitors
to handle the purchase and mortgage formalities varies
between making one's own choice to consulting friends
or relatives who are considered trustworthy or
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knowledgeable about such matters. It is suggested
that occasionally the developer specifies the
solicitors.
Equitable mortgagors usually use the solicitors
specified by the developer. In some cases solicitors
are introduced by estate agents.
Financing
Source of Finance
While bank mortgages provide the bulk of the
finance required to purchase a home, almost all
respondents rely on their own savings to secure their
initial foothold in the property market. It is rare
that home buyers resort to borrowing from their
parents or relatives.
Decision Making on Financing
The most influential sources of information are
referrals, either from friends or relatives. For
equitable mortgages, developers usually specify the
financial institution to be used by the buyers. In
most cases the mortgage terms will be more competitive
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than the prevailing market terms. Hence, most buyers
will adhere to the developer's advice. Suggestions by
the developer's sales personnel, estate agents or
solicitors also carry significant weight in the
decision process.
Most of the respondents do look around different
banks to check for the best or most preferred mortgage
terms. Promotional leaflets and introductions by bank
personnel are highly influential in this process.
Most of the respondents feel that explanations and
introductions by bank personnel are barely adequate.
Timing of Approaching Financier
For existing users it is most commonly observed
that they would approach banks or other financial
institutions after they have signed the provisional
sales and purchase agreement. Some of them would have
done preliminary studies by collecting the promotion
pamphlets from banks prior to house hunting. Although
such action is influential, it is not critically
important in the decision-making process.
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Mortgage Requirements
The mortgage requirements of potential users vary
according to their attitudes towards debt. Some
advocate maximising the mortgage amount and prefer a
longer repayment period, while others are inclined to
take minimum mortgage so as to pay less interest and
get out of debt as soon as possible.
The situation is no different for current
mortgage users though they appear to be more
knowledgeable about the alternative uses of funds
which are available when the mortgage is maximised.
Selection Criteria
Potential users of mortgage facilities consider
many criteria when selecting a financier. These
include:
1. 'the actual mortgage terms offered
2. the reputation and image of the bank
3. the service offered
4. current relationship
With regard to mortgage terms, potential users
look primarily for the lowest interest rate. The
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second issue is the amount of mortgage available or
offered. The repayment period is not felt to be
important so long as it is between 10- 15 years. The
period is important largely in respect of the amount
to be paid each month. The borrower wants to repay
only as much as he can afford and this may sometimes
require extending the period of the mortgage loan.
Some respondents prefer to deal with a bank that
is large, reliable and with a good reputation. This
makes them, especially females, feel more at ease.
Others, however, do not attach much importance to this
point since they are borrowing from the bank, not
lending to it.
Prospective users do not feel it particularly
important to have a current relationship with the
lending bank. However, when two or more banks are
offering the same terms, borrowers would tend to
select the one they currently deal with and with which
they are most familar. Banks are preferred to other
financial institutions which have. an image of being
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less reliable and more expensive (i.e. charge higher
interest rates).
Current mortgage users who have already gone
through the procedures before are clearly better
informed about the realities of financier selection.
In some cases, the developer specifies the finance
source. Friends and sometimes solicitors can
influence the choice but- as in the case of potential
users- the deciding factor is the interest rate.
Having undergone the experience already, current
users are more demanding in terms of the non-price
factors. In selecting a future financier they would
also give consideration to:.
1. mortgage terms, e.g. flexible repayment options
2. convenience, e.g. a bank with many branches makes
it easier to make payments
3. efficiency, e.g. early notification of interest
rate changes
Other promotional gimmicks such as free insurance are
not important in the decision-making process.
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Like potential users, current users will only use
their current bank if it is competitive. The image of
the bank is an assurance but no more. They also
prefer banks to financial institutions but accept the
latter if they are known to be subsidiaries of
well-known banks.
After-sale Services
The participants agree that it is important to
know exactly how much money they owe to the bank,
preferably on a monthly basis. All the current users
feel that, with the constant fluctuations in interest
rates, they are unable to keep track of the
outstanding balance of principal they owe to the
bank. The general practice of banks in providing only
a quarterly or half-yearly statement on the status of




Generally speaking, current users are quite
satisfied with the service of the banks they have
chosen. However, the following complaints were noted:
1. The banks maintain no contact with the borrower
except when asking for monthly payments or
chasing for missing payments.
2. If the interest rate goes up, the banks inform
borrowers immediately but if it goes down, there
are long delays before the banks notify them.
Attitudes Towards Early/Partial Payment
Those who have experience of making early payment
are mostly wealthy and financially sophisticated
owners who can afford to take advantage of the
scheme. The drawback is the penalty clause, which
provides for additional interest or administrative
charge. However, such penalties are found to be
reasonable in general.
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Attitudes Towards Trading Up
Owners with experience of trading up have mainly
done so because of insufficient space as their
children grow up or as new members join the family.
Another reason is to live more comfortably as income
increases.
The general view about trading up is that it is
not necessary to stay with the same bank. A new
decision would be taken considering alternative
mortgage products offered by various banks. However,
provided that the after-sale service of the first
mortgage bank has been satisfactory and its mortgage
terms are competitive, most borrowers would have
little incentive to change banks.
Home Buying Services
All participants are aware that banks make
mortgage facilities available. The other services
relating to home purchase are less well-known but the





Most of them use more than one bank and usually have a
savings account, a current account and one or more
credit cards. Some have foreign currency accounts and
use the safe deposit box service. Some use the same
bank for these services as well as for their mortgage,
but this is not generally an influential factor in





From the above analysis, it can be concluded that
the demand for residential properties is still on the
rise, barring any unpredictable downturn in Hong
Kong's economy. The affordability ratio currently
shows little sign of deterring potential property
buyers, unlike the situation which existed in 1981.
Hence, it is expected that the home mortgage loan
market will experience a healthy growth in the near
future.
Among the respondents, residential properties are
purchased largely for self-occupation and their
motives for doing so are both emotional and
socio-economic. People treat mortgage payments as
assets whereas money spent on rents is considered to
be wasted. Buying a property is considered.as a basic
need as well as an investment.
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The main source of demand is expected from those
who experience a change in family life cycle, in
particular young couples who want to own an apartment
when they get married. In 1987 some 50 percent of the
new supply of residential units were of 40- 75 square
metres in size, and it is expected that the same
situation will prevail for the coming years.
Therefore, those young couples or young families
buying small to medium sized flats are the most
important target customers.
On the product/competition side, there is little
differentiation among the mortgage terms offered by
different banks. The most important decision factor-
as confirmed in consumer research- is the interest
rate, which is more or less the same among the major
banks. Hence, the success of any particular bank will
depend on its marketing-mix variables other than
pricing. The" price war is giving way to a "product
war or promotion war.
From our consumer research it can be seen that
referrals from friends, relatives, developers, agents
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or solicitors bear the greatest influence in the
decision-making process. Therefore, future
promotional strategies should be directed towards
these channels.
When it comes to selecting their mortgage bank,
potential users attach the greatest importance to the
actual mortgage terms offered, though they would also
consider other factors such as the bank's reputation
and standard of service. Current users are more
demanding in terms of non-price factors, though
interest rate is still their primary concern.
Recommendations
Given the fierce competition for mortgage
business, the marketing concept has rapidly gained
acceptance in the banking industry and more and more
resources are being deployed in marketing activity.
In adopting the marketing concept, banks must
recognize that their customers are changing in terms
of their needs, wants, expectations and problems.
Banks must define these in explicit terms and then
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design their marketing programmes accordingly in order
to satisfy customers' needs at a profit.
Traditionally the marketing-mix variables are
grouped into the 4 Ps- Product, Promotion, Place and
Price. The following recommendations are also
organized according to this scheme.
Product Strategies
Product Name
Most people buying a home for the first time
consider the purchase as the most important investment
in their lives. When launching a new product or
relaunching existing ones, the banks should consider
changing the product name to, say, a home investment
plan rather than simply a mortgage'loan. This would
help to break the psychological barrier that the
mortgage repayment is a financial burden.
Repayment Options
Like the Fortnightly Repayment Option recently
introduced by HongkongBank, innovations in this area
can be developed to appeal to specific market
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segments. For example, a sliding repayment scheme
with phased increases in repayments may well suit the
needs of the yuppies who want to maximize present
enjoyment and yet expect to be able to pay for it
later as their income rises. In the first phase they
may even be allowed to pay interest only.
The key suggestion here is that banks should
offer a range of repayment options for their customers
choice. The days when banks could dictate their terms
to customers are gone forever and banks must now offer
maximum choice and flexibility. For those customers
that offer extra security, e.g. autopay salary
accounts with a monthly income over a certain level,
preferential terms can be offered.
Advance Ratio
For those buying old properties, a low advance
ratio can present a major obstacle. One way to
attract such customers is to increase the advance
ratio depending on some pre-set criteria, e.g. income
proof, marketability of the properties concerned,




Many banks take a considerable amount of time to
determine the advance amount. Those which stands out
from their competitors by making fast decisions are
more likely to win the business. To speed up the
process, an enquiry unit can be set up and linked via
a hot-line service to the bank's branches. Such a
unit should be equipped with well-trained staff and a
comprehensive database which is constantly updated.
As customers are more concerned with their
outstanding loan balance rather than the repayment
schedule, the former should be reported to the
customers more frequently, preferably on a monthly
basis. The latter can be provided on a half-yearly or
yearly basis. Moreover, banks should take advantage
of the monthly statement mailings to keep their
customers informed of the latest developments in their
mortgage services. This will not only give a good
impression of the bank's after-sale service but also




The principal mission of advertising is to help
move consumers to take action. Its basic roles are to
inform and to persuade. In the context of banking,
advertising can be counted upon to generate telephone
enquiries and visits to branches, but no more. Hence,
the advertising message should be single-minded with
the sole purpose of arousing consumer interest. The
key benefits should be mentioned but the message
should not be cluttered with all the other details.
Moreover, the target audience should be clearly
identified as either potential users or current users,
since these two groups have different needs and
attitudes.
Collateral Materials
High quality promotional materials such as
posters, tent cards and pamphlets should be produced
to supplement the advertising programme. Since
referrals are an important source of information for
most buyers, special efforts should be made to reach
the consumers through the following channels:
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1. Developers- negotiate a deal to set up sales
counters or display posters and pamphlets at
their sales offices
2. Estate agents and solicitors- build up good
relations with them and consider hiring space in
their offices to display posters and pamphlets
3. Existing clients- send direct mailings to them
on product updates and on auspicious occasions
such as house-warming or birthdays to add .a
personal touch
Cross-selling
Direct mailing to existing non-mortgage customers
may help to generate new business. To make it
cost-effective, the potential targets should be
selected carefully, e.g. autopay salary account
holders with a certain monthly income, VISA Gold
cardholders, fixed deposit account holders etc.
Home Buying Fairs
To enhance the professional image of the bank and
generate press publicity, home buying fairs can be
organized in busy commercial centres. Such fairs
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should cover all aspects of the home buying process
through exhibition stands, video seminars and personal
counselling.
Special Markets Promotions
It seems that life-cycle segmentation offers
considerable potential in adopting segmented marketing
strategies. For example, an incentive scheme can be
offered to young married couples setting up a first
home by giving away, say, discount coupons worth over
HK$10,000.
Sales Training
All of the above activities must be supported by
a strong sales/customer service team. It is important
that sufficient briefing and training be given to all
staff concerned before launching a new product or
major promotion.
Place Strategies
The main distribution channel for a bank are its
branches. To cater for key target customers, many
banks have created special units such as personal
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financial centres within branches to give personalized
services. Similarly, to create a professional image
banks can set up a home buying centre in a few
selected branches to provide dedicated services. This
could be simply a designated counter within the
personal financial centre or a totally separate unit.
As first-time buyers have a general distrust towards
the estate agents, such home buying centres can serve
as their first point of contact in their house hunting
process. Once the bank has built up a relationship
with the potential buyers, it is much easier for it to
clinch their mortgage business when they decide to buy
a flat.
Price Strategies
There is not much room to reduce the mortgage
rate further and the common consensus in the banking
industry is that the profit margin is already low
enough. However, incentive schemes by way of interest
remissions (a form of price cutting) can be used on a
selective basis to attract new customers and keep
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existing ones. For example, when a current customer
sells his flat and settle his loan early the following
scheme can be adopted:
1. If he induces the new buyer to take out a
mortgage loan with the bank, the interest portion
of his last monthly repayment may be waived.
2.. If he is trading up and buying a new flat, the
interest portion of his first monthly repayment
may be waived if he stays with the bank and takes
out a new mortgage loan.
Limitations of Present Study
As mentioned earlier, this research is
exploratory in nature due to time and manpower
constraints. The focus group method does not allow
the involvement of enough respondents who are
representative of the larger consumer groups to draw
definitive conclusions. Also, it is not possible to
observe any patterns of differences between the
attitudes and behaviour of different consumer groups
which might point to market segmentation strategies.
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An added problem is that banks are reluctant to
give away commercial information other than what has
already been made public. This makes it.difficult to
relate the group discussion findings to practical
marketing issues and operational considerations.
Hence, some of the recommendations given above may not
be entirely practical.
Implications for Future Research
The next step will be a quantitative study of
consumer attitudes and behaviour using survey research
methods. It is also recommended that further research
be carried out to answer two questions that are not
adequately dealt with in the present study:
1. Is the home mortgage market large enough for
segmentation? If so, how should it be segmented?
2. Can the home mortgage product be further
differentiated? If so, how should it be done?
Given a better understanding of the above questions, a
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bank will then be in a position to determine its
market coverage strategy after assessing its own
strengths and weaknesses and those of its
competitors. According to Kotler, there are three
basic market coverage strategies:
1. Undifferentiated marketing- ignore market
segment differences and offer the whole market a
single product
2. Differentiated marketing- operate in several
segments of the market and design separate
products to each
3. Concentrated marketing- go after a large share
of one or a few submarketsi
Once the market coverage strategy has been selected,
the bank can then proceed to decide its product
positioning and marketing mix accordingly.
1See Kotler (1984), p.269-270
59APPENDIX A
HOME MORTGAGELOAN- PRODUCT HIGHLIGHTS (1)
STANDARDCHARTEREDHONGKONGBANK
INTEREST RATE
BLR+ 1% (below 5 years)BLR+ 1% (below 5 years)- NEW PROPERTY
BLR+ 1% (5-10 years)- OLD PROPERTY BLR+ 1% (5-10 years)







20 years- NEW PROPERTY 20 years
29 years- OLD PROPERTY 15 years
15 years15 years
- Multi-Tier: repayment period is 15Phased Repayment Scheme:SPECIAL REPAYMENT
years max. and divided into 3 tiersloan period is divided into 3 equalMETHOD
where monthly instalment will bephases monthly repayments remain fixed
increased from the 1st tier to the 2ndin the first 2 phases but will be
and then the 3rd.adjusted with the mortgage rate in the
final phase.
- Reducing BalanceFortnightly Repayment option: half of
the monthly payment is re-paid every
two weeks
- Free for successful applicantFreeVALUATION FEE
If not, valuation fee is to be
recovered.
An overall package arranged by the BankFIRE INSURANCE Free for 1st year
and customers charged at a standard rate
of 0.11% on the original loan amount.
Within 2 months of drawdown, penalty ofWithin 3 months of drawdown, admin. feePENALTY FOR EARLY
$3,000 charged.of $2,500 chargedSETTLEMENT
No penalty. One month's notice requiredPENALTY FOR No penalty.
and repay at least 10% of outstandingPARTIAL
loan amount.SETTLEMENT
Equity line of credit: up to the- Decoration loan: up to $100,000 atADDITIONAL
difference between max. mortgageable0.9% flat rate per month for thoseFINANCING
value (80% of current valuation) andearning HK$3,000 or more.
the outstanding mortgage amount at BLR
+ 4% subject to yearly review.Home owners' Overdraft: up to $75,000
at BLR+ 4% plus annual fee at 0.5% of
credit line for those earning over
$8,000.
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HOME MORTGAGELOAN- PRODUCT HIGHLIGHTS (2)
BANK OF EAST ASIAHANG SENG FINANCE
INTEREST RATE
BLR+ 1% (newly completed)- NEW PROPERTY BLR+ 1.25% (below 5 years)
BLR+ 1% (2-5 years)- OLD PROPERTY BLR+ 1.25% (over 5 years)
BLR+ 1.251 (over 5 years)
ADVANCERATIO
up to 90%up to 90%- NEW PROPERTY




20- 25 years- NEW PROPERTY 20 years










Nil (min repayment amount HK$50,000)NilPENALTY FOR
PARTIAL REPAYMENT
Personal loanNilADDITIONAL
- interest: 12% flat p.a.FINANCING
- loan amount: 5% of property valuation
or up to 4 times monthly salary,
whichever is lower
- to be repaid within 24 months
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HOME MORTGAGELOAN- PRODUCT HIGHLIGHTS (3)
SECURITY PACIFIC ASIAN BANKINT'L BANK OF ASIA
INTEREST RATE
BLR+ 1%- NEW PROPERTY BLR+ 1% (below 7 years)






20 yearsNEW PROPERTY 20 years
20 yearsOLD PROPERTY 15 years
- Two-Step Repayment Plan: customer toNilSPECIAL REPAYMENT
repay interest only during the first 2METHOD
years and start to repay both
principal and interest from the 3rd,
year.
- Combined Instalment/Overdraft
Repayment Plan: the advance is split
into 70% mortgage loan and 30%
overdraft.
FreeFreeVALUATION FEE
Free for the first yearFIRE INSURANCE
1% on the outstanding loan amountWithin 1 year- 1 month's interest onPENALTY FOR EARLY
outstanding loan amountSETTLEMENT




- max 80% of current valuation less
outstanding loan amount
- interest rate: BLR+ 2%
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HOME MORTGAGELOAN- PRODUCT HIGHLIGHTS (4)
CHASE MANHATTANBANKCITIBANK
INTEREST RATE
- NEW PROPERTY BLR+ 1% (below 6 years)BLR+ 1.25% (below 10 years)
- OLD PROPERTY BLR+ 1% (6-10 years)BLR+ 1.25% (10-15 years)
BLR+ 1.25% (above 10 years)BLR+ 1.25% (15-20 years)
ADVANCERATIO
90%- NEW PROPERTY 90% (851 if no income proof)
85%- OLD PROPERTY 80% (75% if no income proof)
80%70% (65% if no income proof)
MAX. REPAYMENT
PERIOD
- NEW PROPERTY 20 years20 years




e.g. value $500,000- fee $300FreeVALUATION FEE
$890,000 $40e
Standard rate of 0.165% on the originalStandard rate of 0.1275% on the originalFIRE INSURANCE
loan amount (second year fire insuranceloan amount
is free)
PENALTY FOR EARLY Over 2 years- no penaltyOver 1 year- no penalty
Within the 2nd year- 1% on theWithin 1 year- 1 month's interest onSETTLEMENT
outstanding loan amountoutstanding loan amount
Within the 1st year- it on the original
loan amount
Min repayment amount $50,900PENALTY FOR Min repayment amount $30,000
Within the first year- no penalty ifPARTIAL REPAYMENT Over 2 years- no penalty
Within the first 2 years- 1% on therepay 101- 25% of loan amount
amount repaid1 month's interest on the amount repaid
if repay over 25%
Home Improvement Loan:• Personal Loan (max $50,000) charged atADDITIONAL
- max loan amount $80,090 or 2.5 months0.9% flat p.m. provided the aggregateFINANCING
salarycredit facilities do not exceed 90% of
the property valuation. - interest at 1% p.m.
- Overdraft (max $10,880) charged at 0.8%
p.m. subject to same restriction above.
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HOME MORTGAGELOAN- PRODUCT HIGHLIGHTS (5)
BANK OF COMMUNICATIONSNANYANGCOMMERCIALBANK
INTEREST RATE
BLR+ 1%BLR+ 1%- NEW PROPERTY
BLR+ 1% (over 5 years)BLR+ 1.25% (over 5 years)- OLD PROPERTY (Civil servants are offered with BLR'(Civil servants and teachers are offered
0.5% or 0.75%)with BLR+ 0.5% or 0.75%)
ADVANCERATIO
90%90%- NEW PROPERTY
70%- 80%Up to 90%- OLD PROPERTY
MAX. REPAYMENT
PERIOD
20 years- NEW PROPERTY 20 years
12- 15 years20 years (75% advance)- OLD PROPERTY
15 years (80% advance)
NilNilSPECIAL REPAYMENT
METHOD
Free for newly completed propertyVALUATION FEE $100
NilFree for the first year (newly completedFIRE INSURANCE
property only)
Within 1 year- 1 month's interest onWithin 1 year- 1 month's interest onPENALTY FOR EARLY
outstanding loan amountoutstanding loan amountSETTLEMENT
Within 1 year- 1 month's interest onMin repayment amount $10,000PENALTY FOR








1. Ask group members to introduce themselves and explain the
roles of the moderator and participants of a Focus Group
Discussion.
2. Explain the purpose of the Group: To understand consumers'
awareness, perceptions and buying behaviour relating to home
mortgage products.
3. Warm-up: Current residence pattern
- living arrangement (rented, quarters, etc)
- family size and with whom
- length of stay
4. Purchase of residential properties




- Motivations/reasons relating to buying properties for self
occupation




- children growing up
- can afford it now
- housing assistance scheme
- psychological
- want to have one's own home
- want to have roots
- sick of moving around
- prices going up, have to buy now
5. Decision-making Process on purchase of properties












- jointly or singly
- Areas where help most needed
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6. Financing of Purchase






- loan amount: maximize or minimize
- repayment period: longer or shorter most preferred
period
- Selection criteria of financier
referrals (from whom): solicitors, property agents,





- repayment method) flexibility
- repayment period) it
- early/partial repayment penalty
- charges: valuation, fire insurance etc.
- gimmicks
- waiver of charges
- free insurance








- ancillary services, e.g. house hunting
- after-sales service
image/reputation, reliabilit
relative importance of factors
shopping around for best terms/service
- preference for banks vs financial institutions
preference for bank of account vs other banks
7. Home buying services available from banks
awareness of banks that provide home buying services






decoration and furnishing loans
- relative importance of above elements
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8. Perceived Image of home mortgage products and home-buying
services provided by various banks
- Comparison of various banks
(HK Bank, Standard Chartered, Hang Seng, BOC Group,
American banks, Chinese local banks, Japanese banks)
- strengths weaknesses
- likes and dislikes





1. Ask group members to introduce themselves and explain the
roles of the moderator and participants of a Focus Group
Discussion.
2. Explain the purpose of the Group: To understand consumers'
awareness, perceptions and buying behaviour relating to home
mortgage products.
3. Warm-up: Current ownership pattern
- status of ownership
- fully owned
- once mortgaged now fully owned
- mortgaged
- initially equitable mortgage
- length of ownership





- Motivations/reasons relating to buying properties for self
occupation




- children growing up
- can afford it
- housing scheme
psychological
- wanted to have one's own home
- wanted to have roots
- sick of moving around
- prices going up, good time to buy
5. Decision-making Process on last purchase of residential
properties












- jointly or singly
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- Legal procedure
- selection of solicitors
- fees
- Problems encountered
- Areas where help most needed
6. Financing of Purchase






- loan amount: maximize or minimize
- loan period: longer or shorter most preferred period
- Decision-making re financing
- source of information
- joint vs sole decision
- problems encountered
- When did you first approach a bank?
- before house hunting
- during house hunting
- after signing Provisional Sales Purchase Agreement
- Selection criteria of financier
- referrals (from whom): solicitors, property agents,





- repayment method) flexibility
- repayment period) "
- early/partial repayment penalty
- charges: valuation, fire insurance etc.
- gimmicks
- waiver of charges
- free insurance







- ancillary services, e.g. house hunting
- after-sales service
image/reputation, reliability
relative importance of factors
shopping around for best terms/service
preference for banks vs financial institutions
preference for bank of account vs other banks
Bank and Mortgage product chosen and reasons
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Satisfactions and dissatisfactions
- Other financial services required
7. Home buying services available trom banKs
awareness





- decoration and furnishing loans
8. Perceived Image of home mortgage products and home-buying
services provided by various banks
- awareness
- comparison of various banks
(HK Bank, Standard Chartered, Hang Seng, BOC Group,
American banks, Chinese local banks, Japanese banks)
- strengths weaknesses
- likes and dislikes
- perceived differences in products/services offered
9. Attitudes towards Early/partial repayment
- awareness
- experience and reasons




- experience and reasons
- financial services required
- selection criteria for trade-up bank (any differences from
selection for regular mortgage)
- stay with same bank or a different bank and reasons
11. Usage of other Bank Products
- number of banks used
- products used
- all in same or in different banks
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